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This week marked the start of the corporate 

earnings season.  Many analysts are forecasting 

lackluster results.  Despite the stock market 

rise, analysts have been ratcheting down their 

expectations for company earnings throughout 

the first quarter.  This raises the prospect that 

investors may be in for a surprise when 

companies announce their first-quarter results.  

Analysts have lowered expectations for both 

first-quarter and full-year earnings.  They now 

expect earnings to show average growth of just 

0.95% over a year earlier in the first quarter.  

That would be the lowest rate of year-to-year 

growth since the end of the financial crisis, and 

down from expectations of 4.5% growth in early 

January.  By comparison, S&P 500 earnings 

rose 8.4% in the fourth quarter and 18% in the 

third quarter of 2011.   

 

 

S&P 500 Performance and Earnings Forecasts 

Source:  Bloomberg 

Select Years S&P 500 Returns 

Investors have been drawing comparisons 

between the start of this year and the two 

previous years.  In both 2010 and 2011, an 

early run-up in the stock market, similar to this 

year, pushed stocks up about 10% by mid-

April; the market then went on to fall 16% and 

19% respectively from those levels.  Many 

investors attribute the similar market 

movements to the economic stimulus measures 

of the Federal Reserve.   In each of the past two 

years, fiscal stimulus programs known as QE1 

and QE2 came to an end in the spring or 

summer.  Stocks began their decline until the 

next program was announced.  The current 

program, known as „Operation Twist,‟ is 

scheduled to conclude at the end of June.  The 

thinking of some investors is that the stock 

market may continue to experience weakness 

until another program such as QE3, which was 

recently hinted at by the Fed, is announced.  

What remains to be seen is how the market 

reacts to the current decline for the balance of 

the year.  In 2010, the market was able to 

recoup its spring sell-off to finish the year with 

a 15% gain.  Last year, the market never re-

gained its spring peak and finished the year 

largely unchanged. 
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With the advent of the computer era, we were 

supposed to be headed to the „paperless office.‟  

Since 1980, global paper consumption has 

increased by 50%.  The average American uses 

the paper equivalent of almost six 40-foot trees 

per year.  Belgium is the biggest consumer of 

paper with almost 9 trees per person.  Paper 

consumption is pushed up by the  bureaucracy 

of the European Union in Brussels, which must 

produce its documents in an array of different 

languages.  Paper consumption (production 

plus imports minus exports) can be distorted, 

as it includes paper exported as other products.  

Nonetheless, the demand for paper has actually 

increased since the advent of the computer era 

and does not seem to be waning as computer 

adoption grows and extends to more nations.    
Source:  RISI; Bureau of International Recycling  

Paper Consumption 

U.S. Tax Policy 

The Obama administration has been pushing   

for a change in tax policy that it calls the 

„Buffett Rule‟ after investor Warren Buffett.  

Their view is that the current tax code is unfair, 

as Mr. Buffett pays a lower average tax rate 

than his secretary pays.  According to the 

President's National Economic Council, the 

average tax rate paid by households with 

income between $1m and $10m in 2009 was 

just over 25%.  Average rates actually decline 

from those levels for higher incomes.  

Households earning more than $100m paid 

20% in tax on average.  The very affluent 

typically pay lower rates because much of their 

income is qualified dividend and capital gain 

income (taxed at lower rates).  The Buffett Rule 

stipulates that households earning over $1m a 

year would face a minimum total tax rate of 

30%.  Critics of the proposal counter that the 

median effective tax rate for the middle 20 

percent of U.S. taxpayers is 13.3 percent and 

for the top 1 percent is 29.6 percent.  The top 

1% of earners pay more than a quarter of total 

Federal taxes and about 40% of Federal income 

taxes.  The top 10% of earners pay 70% of 

Federal income taxes and the top 50% pay 98%. 

Source:  National Economic Council 
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Contact:  If you have any questions or comments, please do not hesitate to contact us at 703.992.6164.  For more information about Harbour 

Capital Advisors, please visit our website at www.harbourcapitaladvisors.com. 

 

Disclosure:  Harbour Capital Advisors, LLC (“HCA”) is an SEC-registered investment adviser located in McLean, Virginia. HCA and its 

representatives are in compliance with the current filing requirements imposed upon SEC-registered investment advisers by those states in which 

HCA maintains clients.  HCA may only transact business in those states in which it is registered or qualifies for an exemption or exclusion from 

registration requirements. A direct communication by HCA with a prospective client shall be conducted by a representative that is either registered 

or qualifies for an exemption or exclusion from registration in the state where the prospective client resides.  For information pertaining to the 

registration status of HCA, please contact the SEC or the state securities regulators for those states in which HCA maintains a notice filing. A copy of 

HCA‟s current written disclosure statement discussing HCA‟s business operations, services, and fees is available from HCA upon written request. 

HCA does not make any representations or warranties as to the accuracy, timeliness, suitability, completeness, or relevance of any information 

prepared by any unaffiliated third party and takes no responsibility therefor. All such information is provided solely for convenience purposes only 

and all users thereof should be guided accordingly.  Past performance may not be indicative of future results. Therefore, there can be no assurance 

(and no current or prospective client should assume) that future performance of any specific investment or investment strategy (including the 

investments and/or investment strategies recommended or undertaken by HCA) made reference to directly or indirectly by HCA will (i) be suitable or 

profitable for a client or prospective client‟s investment portfolio or (ii) equal the corresponding indicated historical performance level(s). Different 

types of investments involve varying degrees of risk.  Historical performance results for investment indices and/or categories generally do not reflect 

the deduction of transaction and/or custodial charges, the deduction of an investment management fee, or the impact of taxes, the incurrence of 

which would have the effect of decreasing historical performance results.  The material contained herein is provided for informational purposes only 

and does not constitute an offer to buy or sell or a solicitation of an offer to buy or sell any option or any other security or other financial 

instruments.  Certain content provided herein may contain a discussion of, and/or provide access to, HCA‟s (and those of other investment and non-

investment professionals) positions and/or recommendations as of a specific prior date. Due to various factors, including changing market 

conditions, such discussion may no longer be reflective of current position(s) and/or recommendation(s). Moreover, no client or prospective client 

should assume that any such discussion serves as the receipt of, or a substitute for, personalized advice from HCA, or from any other investment 

professional. HCA is neither an attorney nor an accountant, and no portion of the content provided herein should be interpreted as legal, 

accounting, or tax advice.  The tax information contained herein is general in nature and is provided for informational purposes only.  HCA does not 

provide legal, tax, or accounting advice.  HCA cannot guarantee that such information is accurate, complete, or timely.  Laws of a particular state or 

laws which may be applicable to a particular situation may have an impact on the applicability, accuracy, or completeness of such information.  

Federal and state laws and regulations are complex and are subject to change.  Changes in such laws and regulations may have a material impact 

on pre– and/or after–tax investment results.  CIRCULAR 230 DISCLOSURE: To comply with Treasury Department regulations, we inform you 

that, unless otherwise expressly indicated, any tax information contained herein is not intended or written to be used, and cannot be 

used, for the purpose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable tax law, or (ii) 

promoting, marketing, or recommending to another party any transaction, arrangement, or other matter.  Rankings and/or recognition by 

unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she will experience a 

certain level of results if HCA is engaged, or continues to be engaged, to provide investment advisory services, nor should it be construed as a 

current or past endorsement of HCA by any of its clients. Rankings published by magazines, and others, generally base their selections exclusively 

on information prepared and/or submitted by the recognized adviser. 

http://www.harbourcapitaladvisors.com/

